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These appeals .zze 11:aee
of the Revent!e ar.d Taxation Code

pcrsucmt to section 25557
Zforn the action of the

F-fan&Se---vu ‘fex Board  on the p:_lotests  02 &Odd_y Corporation
against proposed assess~!w2ts of adcFj--onal f_ranc'hise tax in
the anounts of .$5,5ic?,3j,  $3,244.QO> and $2,863.17 for the
incos~ years ended September  30, 1360, .2951, an5.1962,
respectively.

D-UTing the years on 2ppec_,-1 appellant acted as
a real esta.zz sgmt, .eami.r?.g  cox31ssioi?s  on real estate
sales, .It also sold rea_7 estate on its owi2 acCoxnto It
eprq.ed *Ii-l these activities since its into-rporacfon ii3 1353 0'a
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$*ppeals of C:roddy Co~~oPetion

ag;ainst the mderlying security were paid. Lppeliant -received
interest on the loans mtil they were sold and then received

fees for its stirvices in connection with the loans..

In it,s franchise tax returns for the income years
ended Septeizber 30, 1950, and 1951, appellant described its
.principal business activity as "real estate." In its return
for th2. incone yeaz eroded Septenber 30, 1952, appellant
described its principal buskess activity as "loans."

Appellant's gross incone for the years on appeal
was from the following sources:

Interest
Loen service  fees

0 T,O&y!  fz.es
DiSCGL?ZtS  0-n EGt.23

Co;~xissions on real
e.state saZes.

Gross profit on real
estate sale;

Int e')"cogr+2:1y cha:rges
Divide;7Ss

Miscellaneocs

income years ended Jme 30

1960 1961 1962

$ 3,290 $13,868 $100,65i
3,019 9,022

70,170
31,754

126,017 S4,SO~ 21,781

47,551 23 ,384
13,373

94
5,0&7 815

At the end df each of the years in question, appel-
l- 'saP. t records yefj_ected  the follolq-jng mounts of loans which
had not yet been solcl:

1950 1952. 1962

$122,628 $768,576 $1,649,056
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B~pellant paid its franchise taxes at the rate
im-psed LiFGD COqJY_

, .
-ratioils o'cher tha;! financial corpora-Lions b

Respondent,  h3>lever, dete-rxined  ap~zllat  to be a finenci.aI
coruoratim and thus subject to tax at IAe same rate as banks,
with offsezs for personai propc-fty taxes and certain other
taxes and fees ~mhich bmks do not pay,

Sectlon 23183 of  the ‘Revenue and Taxation Code
provides, so far as material here, that:

An annual tax is her;by imposed upon every
financial ~o~~o~~tion,..~,  for the privilege
of exercising its como'-rate francihises wit'hin
this State, acco~ding'to or mkasured by LCS

net i3com, ‘c?;‘Jc;:I? the basis of its net incone
for the next ii-cceding izcoz;;!e year et the
rate D-yo-i_7iged
.i3 L -_. __

g F-6 n, -c Section 23286 [ Szction
I%G, p~o1.7~~~;~  2. foTly.:dla  f-0-y computj_ng  t:qe

rate of tax on baks aEd fina.ncial corporations].
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&peals of Croddy Corporation

.We believe it is clear that appellant woald properly
be classed as a financial corporation were it not for the
fact that it engaged in activities in addition to those
related to lending money. It was recently held in Marble
Mortgage Co. v. Franchise Tax Board, *241 Cal. App. 2d _,
that a corporation engaged in making, selling and servicing
loans, much as appellant did, was a financial corporation.
The record shows that appellant began actively seeking a
share of the loan market in the year ended September 30, 1960,
and continued to do so with increasing success. The amount of
appellant's loans each year ranged from at least $122,628 to
at least $1,649,066. These figures do not reflect loans
which had been sold before the end of each year, Appellant
was, in our opinion, dealin,0 inmoneyed capital in substantial
competition with national banks. Appellant must therefore be
classed as a financial corporation unless the fact that it
also engaged in non-financial activities requires a different
c o n c l u s i o n .

We have previously considered questions similar to
the one thus presented. In b*pueal of Bankamerica &gricultural
Credit Corp., Cal. St. Bd. of Equal., July 7, 194.2, the tas-
payer made loans on the security of livestock and also engaged
extensively in raisin,0 and selling livestock. In &peal of
Continental Securities Co., Cal. St. Bd. of Equal,, Feb. 3, 1944,
the taxpayer, in addition to making real estate loans, operated
the &gels Flight Railway Company and received rents from
real estate, dividends on large stock investments and commis-
sions on insurance underwriting and other services. According
to that taxpayer, four-fifths of its manpower was used in
conducting non-banking business.

In holding that t'ne above taxpayers were financial
corporations we relied in part upon First National Sank v.
Hartford, 273 U. S. 548 171 L. Ed. 7673; Mi%esota v. First
National Bank, 273 U. S. 561 [71 L. Ed. 7741; and Korris Plan
Co. v. Johnson, 37 Cal. k.pp. 2d 621 Cl.00 P.2d 4931. LanguaG
from the latter decision, applying the views of the United
States Supreme Court ‘in the interpretation of our statute,
demonstrates why appellant must also be treated as a financial
cokporation:

*Advance report citation: 241 A.C.A. 26.
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L_pJ.i 'eals of Croddy Corporation

:Competition within the meaning of section 5219,
Revised Statutes of the United States, does not
mean.~that there should be a competition as to
"all phases of the,business of national hanks . . .
section 5219 is violated whenever capital,
substantial in amount when compared with the
capitalization of national banks, is employed
either in a business or by private investors
in the same sort of transactions as those in
which national banks engaged and in the same
locality in which they do business . . . It is
enough as stated if both engage in seeking and
securing in the same locality capital invest-
ments of the class now under consideration
which are substantial in amount, . . . even
though the competition be with some, but not
all, phases of the business of national banks,
or it may arise from the employment of capital
invested by institutions or individuals in
particular operations or investments like
those of national banks. [citation jf’

We have considered an alternative possibility that
only the portion of appellant's income \;hich was derived from
its financial activities should be taxed at the rate imposed
upon financial corporations. &lthough this alternative is
appealing, there is no provision for a segregation of thLs
kind under the controlling statute, section 23183. As stated
by two very well qualified authors in the most authoritative
article written upon the subject of Caiifornia's ban!; ta:~,
a solution such as that under consideration "finds no support
in the Act, presents serious accounting 'and administrative
problems and is probably not permitted by section 5219."
(Keesling anti Traynor, @cent Changes in the Bank and

Corporation Franchise Tax &_ct (1934) 22 Cal. L. Rev. 499, 512.)

Ve are compelled to the conclusion that du-ring the
years on appeal appeIIant was a finan cial corporation within
the meaning of section 23183 of the Revenue and Taxation Code
and that, therefore, its entire net income was taxable as
provided by section 23186.
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Pursuar,t to the ViZPjs expressed in the opinion 02
the boa;rd on file in this proceeding, and good c'ause appear-
ing therefor,  ,

the iacor?e years ended September
res~pcctively,  be aad the s2ze is

$3,244.80, and $23530 17 for
30, 1969, 1351, 2nd 1952,
hereby- sustained,

, Californie,  this lst d r y-State zoyu~,y_ /, -F Eaualization. _
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